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INDEPENDENT AUDITORS REPORT

To the Board of Directors

Electronic Transaction Clearing Inc

Report on the Financial Statement

We have audited the accompanying statement of financial condition of Electronic Transaction

Clearing Inc as of December 31 2012 and the related notes to the financial statement

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of this financial statement in

accordance with accounting principles generally accepted in the United States of America this

includes the design implementation and maintenance of internal control relevant to the

preparation and fair presentation of financial statement that is free from material misstatement

whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on this financial statement based on our audit We
conducted our audit in accordance with auditing standards generally accepted in the United

States of America Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statement is free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statement The procedures selected depend on the auditors judgment

including the assessment of the risks of material misstatement of the financial statement whether

due to fraud or error In making those risk assessments the auditor considers internal control

relevant to the entitys preparation and fair presentation of the financial statement in order to

design audit procedures that are appropriate in the circumstances but not for the purpose of

expressing an opinion on the effectiveness of the entitys internal control Accordingly we

express no such opinion An audit also includes evaluating the appropriateness of accounting

policies used and the reasonableness of significant accounting estimates made by management

as well as evaluating the overall presentation of the financial statement

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

New York New Jersey Pennsyvania California Cayman islands

EisnerAmper is on independent member of PKF International Limited



IISNERAMPER
ACCOUNTANTS ADVISORS

Opinion

In our opinion the statement of financial condition referred to above presents fairly in all

material respects the financial position of Electronic Transaction Clearing Inc as of

December 31 2012 in accordance with accounting principles generally accepted in the United

States of America

WP

San Francisco California

March 13 2013



Electronic Transaction Clearing Inc

Statement of Financial Condition

December 31 2012

Assets

Cash 1747763

Cash segregated under federal and other regulations 23350540

Deposits with clearing and depository organizations 840000

Receivable from broker-dealers and clearing organizations 1060586

Receivable from broker-dealer omnibus account 21347962

Receivable from customers 578527

Securities owned at fair value 119949

Prepaid expense 28450

Other deposits and receivables 27143

Furniture and office equipment net 103307

Total assets 49204227

Liabilities and Stockholders Equity

Liabilities

Payable to broker-dealers and clearing organizations 793566

Payable to customer omnibus account 28457962

Payable to customers 14981066

Accounts payable and accrued liabilities 3227078

Total liabilities 47459672

Subordinated borrowings 300000

Stockholders equity

Preferred stock $0.00 par value 10000000 shares authorized

no shares issued and outstanding

Common stock $0.00 par value 10000000 shares authorized

4917735 shares issued and outstanding 4918

Additional paid-in capital 7407923

Accumulated deficit 5968286

Total stockholders equity 1444555

Total liabilities subordinated borrowings and stockholders equity 49204227

See Accompanying Notes to Statement of Financial Condition
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

Summary of Business and Significant Accounting Policies

Business

Electronic Transaction Clearing Inc the Company was incorporated on November

2007 in the state of Delaware The Company is registered with the Securities and

Exchange Commission SEC as securities broker-dealer and is member of the

Financial Industry Regulatory Authority Inc FINRA The Company is also

member of the Chicago Board Options Exchange CBOE Chicago Board Stock

Exchange Boston Stock Exchange National Stock Exchange NASDAQ NASDAQ
OMX-PHLX BATS Exchange BATS Exchange EDGA Exchange EDGX

Exchange AMEX NYSE and NYSE Arca The Company is member of the National

Securities Clearing Corporation NSCC and participant in the Depository Trust

Company DTC The Company maintains an omnibus relationship with Scotia

Capital Inc Scotia The Company provides clearing services to customers and

correspondent broker-dealers and is wholly owned subsidiary of ETC Global Holdings

Inc the Parent

Cash

The Company maintains its cash in bank deposit accounts which at times may exceed

federally insured limits The Company has not experienced any losses in such accounts and

believes it is not exposed to any significant credit risk on cash

Securities Owned

Securities owned consist of certificates of deposit held at commercial banks with one year

maturities Securities are recorded at fair value in accordance with FASB ASC 820 Fair

Value Measurements

Furniture and Office Equipment

Furniture and office equipment are recorded at cost net of accumulated depreciation of

$214016 Depreciation is computed under the straight-line method using estimated useful

lives of to years

Clearing Fees

Clearing fees and related clearing expenses are recorded on trade-date basis as securities

transactions occur
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

Summary of Business and Significant Accounting Policies continued

Interest Income and Expense

Interest income earned on the Company cash balances is recorded on an accrual basis

Under the terms of the omnibus agreement Scotia provides financing facilities to the

Companys clients These borrowings do not reflect borrowing of the Company and are

not reflected in the accompanying financial statements The Company recorded interest

associated with client borrowing on gross basis

Other Income

The Company charges certain regulatory fees to every client trade cleared by the Company
Various exchanges in turn invoice those fees to the Company Different exchanges compute

the fees differently from how the Company calculates these fees for each trade These

differences result in the excess fees on the Company books which it records as other

income

Income Taxes

The Company files consolidated federal income tax return and combined California

state income tax return with the Parent and measures its deferred tax assets and liabilities

using the tax rates applicable to those income tax returns The effect on deferred tax

assets and liabilities of change in tax rates is recognized in income in the period that

includes the enactment date

Deferred income taxes reflect the net tax effects of temporary differences between the

carrying amounts of assets and liabilities for financial reporting purposes and the amounts

used for federal and state income tax purposes as well as the tax effects of the net

operating loss and tax credit carryovers Deferred tax assets and liabilities are measured

using enacted tax rates expected to apply to taxable income in the years in which those

temporary differences are expected to be recovered or settled

Only those income tax benefits that management believes are more likely than not to be

sustained are recognized and such income tax benefits are measured at the largest dollar

amount management believes is more likely than not to be sustained Deferred tax assets

are reduced by valuation allowance when in the opinion of management it is more

likely than not that some portion or all of the deferred tax assets will not be realized
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

Sunmiary of Business and Significant Accounting Policies continued

Management evaluates the recognition and measurement of any uncertain tax positions

taken on the Companys income tax returns in the current year as well as in all past years

that are still open to examination by tax authorities Managements conclusion regarding

uncertain tax positions may be subject to review and adjustment at later date based

upon ongoing analysis of tax laws regulations and interpretations thereof as well as other

factors Income tax returns for the years from 2008 are open to examination by tax

authorities

Use of Estimates

The process of preparing financial statements in conformity with accounting principles

generally accepted in the United States of America requires the use of estimates and

assumptions regarding certain types of assets liabilities revenues and expenses Such

estimates primarily relate to unsettled transactions and events as of the date of the financial

statements Accordingly upon settlement actual results may differ from estimated

amounts

Fair Value Measurement

FASB ASC 820 Fafr Value Measurements establishes framework for measuring fair

value and establishes fair value hierarchy which prioritizes the inputs to valuation

techniques Fair value is the price that would be received to sell an asset or paid to transfer

liability in an orderly transaction between market participants at the measurement date

fair value measurement assumes that the transaction to sell the asset or transfer the liability

occurs in the principal market for the asset or liability or in the absence of principal

market the most advantageous market Valuation techniques that are consistent with the

market income or cost approach as specified by FASB ASC 820 are used to measure fair

value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair

value into three broad levels

Level inputs are quoted prices unadjusted in active markets for identical

assets or liabilities the Company has the ability to access

Level inputs are inputs other than quoted prices included within level that

are observable for the asset or liability either directly or indirectly
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

Fair Value Measurement continued

Level are unobservable inputs for the asset or liability and rely on

managements own assumptions about the assumptions that market

participants would use in pricing the asset or liability The unobservable

inputs should be developed based on the best information available in the

circumstances and may include the Companys own data

The level of input used for valuing securities is not necessarily an indication of the risk

associated with investing in those securities

description of the valuation techniques and inputs applied to the Companys securities

measured at fair value on recurring basis follows

Certjficates of Deposit Certificates of deposit are valued using the cash balance which

equals face value plus accrued interest which are approximated at fair value and are

categorized as level

Cash Segregated Under Federal and Other Regulations

Cash of $23350540 has been segregated in special reserve bank account for the benefit of

customers under Rule 5c3-3 of the SEC or agreements for proprietary accounts of

introducing brokers PAIB

Deposits with Clearing and Depository Organizations

Under the Companys clearing agreement with the DTC the Company is required to

maintain minimum deposit of $10000 As of December 31 2012 the Company had

$10000 on deposit with DTC

Under the Companys clearing agreement with the NSCC the Company is required to

maintain clearing fund deposit that equals or exceeds the total clearing fund requirement as

computed by NSCC Total clearing fund requirements vary from time to time based on the

Companys activities with NSCC At December 31 2012 the Company had $830000 on

deposit with NSCC which was $536042 in excess of the total clearing fund requirement of

$293958
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

Receivable from and Payable to Broker-Dealers and Clearing Organizations

Amounts receivable from and payable to broker-dealers and clearing organizations at

December 31 2012 consist of the following

Receivable Payable

Securities failed to deliver/receive 930589 18495

Fees receivable/payable 10206 2912

Receivable from and payable to broker dealers 10726 772159

Receivable from clearing organization 109065 _____________

1060586 793566

Receivable from Broker-Dealer Omnibus Account and Payable to Customer Omnibus

Account

Amounts receivable from broker-dealer omnibus account represents an amount on deposit

with custodian with whom the Company has an omnibus relationship Amounts payable

to customer omnibus account includes amounts due on cash and transactions with

customer with whom the Company has clearing agreement and omnibus custody

agreement

Receivable from and Payable to Customers

Accounts receivable from and payable to customers include amounts due or held on cash

and margin transactions Receivables from customers are generally fully secured by

securities held in customers accounts The value of securities owned by customers and held

as collateral for the receivables is not reflected in the accompanying statement of financial

condition

Related Party Transactions

On April 29 2011 the Company executed management agreement under which the

Company pays monthly fee of $83000 to the Parent for management services On August

2012 the management agreement was amended and the fee increased to $89000 The fee

is payable bi-monthly in advance

The Company provides clearing services to four entities that are affiliated to three members

of the Board of Directors of the Parent
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

Subordinated Borrowings

On June 2011 the Company entered into subordinated loan agreement with the Parent

The agreement expired on June 2012 and was paid in full upon maturity Interest was paid

monthly at 15% per annum

On July 18 2012 the Company entered into subordinated loan agreement with the Parent

The agreement expires on July 18 2013 and is payable in full upon maturity Loans

outstanding under the agreement bear interest at 15% per annum which is payable on

monthly basis At December 31 2012 the outstanding loan balance totaled $300000

The subordinated borrowings are with related parties and are available in computing net

capital under the SECs uniform net capital rule To the extent that such borrowings are

required for the Companys continued compliance with minimum net capital requirements

they may not be repaid

10 Concentration of Credit Risk

The Company is engaged in various trading and brokerage activities in which

counterparties primarily include customers and broker-dealers In the event counterparties

do not fulfill their obligations the Company may be exposed to risk The risk of default

depends on the creditworthiness of the counterparty or issuer of the instrument It is the

Companys policy to review as necessary the credit standing of each counterparty

For the year ended December 31 2012 two customers accounted for approximately 33%

of the Companys total clearing revenue One of these entities is affiliated to member of

the Board of Directors of the Parent as disclosed in Note

11 Indenmification

The Company enters into contracts that contain variety of indemnifications for which

the maximum exposure is unknown but for which management expects the risk of loss if

any to be remote The Company has no current claims or losses pursuant such contracts
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

12 Lease Obligations

The Company operates from leased office space in Los Angeles On February 2011

the Company amended the current lease agreement to rent additional space The current

office lease expires on December 31 2014 Upon expiration of the initial term the

Company has an option to extend the lease for an additional five years with an annual

increase in lease payments of 3.5%

In October 2008 the Company entered into Commercial Vehicle Lease Agreement with

U.S Bancorp Business Equipment Finance Group for term of 60 months at $1320 per

month The Company leases one vehicle for use by its officer This vehicle lease is

secured by $18000 certificate of deposit

The approximate future minimum lease payments on non-cancelable operating leases are

as follows

Year Ending Office Auto Equipment Total

December3l2013 273908 13200 31556 318664

December3l2014 283485 10417 293902

December3l2015 4552 4552

557393 13200 46525 617118

13 Line of Credit

The Company has $100000 revolving business line of credit with Bank of America that

expires on June 30 2013 Interest is charged at the banks prime rate plus three percent

At December 31 2012 the interest rate was 2.25% This line of credit is secured by

$100000 certificate of deposit issued by the bank There were no borrowings on this line

of credit at December 31 2012

14 Stockholders Equity

The Company is authorized to issue 10000000 shares of preferred stock and 10000000

shares of common stock all at par value of $0.001 per share As of December 31

2012 the Parent was the owner of 100% 4917735 shares of the issued common stock

of the Company The Parent made additional capital contributions of $945000 during

2012
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

15 Income Taxes

The deferred tax asset relates primarily to net operating losses carried forward and the

temporary differences of the depreciation of furniture and office equipment

organizational costs and accumulated amortization and prepaid expenses and vacation

liability accrued between financial reporting and tax reporting

The Company has recorded deferred tax asset for the expected future benefit of net

operating losses carried forward of approximately $5.5 million and $6.3 million for

Federal and State purposes respectively at December 31 2012 These net operating

losses will expire between the years 2017 and 2032 At December 31 2012 the

Company had recorded at deferred tax asset of $2273963 and had also recoded

valuation allowance of $2273963 because it believes that the deferred tax asset may not

be fully realizable For the year ended December 31 2012 the Company recorded

deferred tax asset of $856514 and recorded corresponding valuation allowance of

$856514 and valuation allowance of $1417449 for deferred tax assets recorded in

prior years

16 Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital

Rule 5c3-1 the Rule which requires the maintenance of minimum net capital The

Company uses the alternative method permitted by the Rule which requires that the

Company maintain minimum net capital as defined equal to the greater of $250000 or two

percent of aggregate debit balances arising from customer transactions as defined At

December 31 2012 the Company had net capital of $1440779 which was $1190779 in

excess of its required net capital of $250000

17 Contingencies

As result of routine financial and operational examination of the Company in

2010 CBOE staff issued notices indicating that there may be reasonable grounds to

believe that the Company and some employees have violated certain CBOE rules

CBOE staff referred the matter to its Business Conduct Committee BCC which on

June 24 2011 issued an Amended and Restated Statement of Charges Amended
Charges against the Company the Chief Compliance Officer the President and

Chief Operating Officer and the Chief Executive Officer The Amended Charges

allege that the Company violated various CBOE and SEC rules relating to customer

identification margin and supervisory systems for sponsored access customers The

BCC commenced the hearing in August 2012 and finished in December 2012 The

Company is awaiting the BCCs decision which is expected to be issued in the first half

of2013 Management has vigorously defended its position and continues to do so
and believes that the resolution of these matters will not result in any material

adverse effects on the Companys financial position
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Electronic Transaction Clearing Inc

Notes to Statement of Financial Condition

December 31 2012

17 Contingencies continued

In August 2011 the SEC issued an Order Directing Private Investigation in the matter

of clearing firms providing sponsored or direct market access and issued subpoena to

the Company in connection with that investigation The subpoena sought

information regarding ETCs customer relationships anti-money laundering compliance

program loans made to customers by unaffiliated third parties and customer

trading activities Subsequently the SEC issued subpoenas for the sworn testimony

of certain current and former employees of the Company The Company has produced

documents responsive to the subpoena and made its employees available for

testimony Management believes that the resolution of these matters will not result

in any material adverse effects on the Companys financial position

The Company is one of several named defendants in lawsuit related to client

matter The lawsuit was result of dispute between two principals of the client

The Company and the client have settled the matter in principle with no payment of

money due on the part of the Company

18 Subsequent Events

Management evaluated subsequent events through March 13 2013 the date these financial

statements were available to be issued There were no material subsequent events that

required disclosure in these financial statements
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